
COMMONWEALTH OF KENTUCKY 

BEFORE T H E  PUBLIC SERVICE COMMISSION 

I n  t h e  Matter of: 

T H E  A P P L I C A T I O N  OF HUHLENBERG COUNTY 
WATER D I S T R I C T  ( A )  FOR A C E R T I F I C A T E  OF 
P U B L I C  CONVENIENCE AND N E C E S S I T Y  
(1) A P P R O V I N G  THE CONSTRUCTION OF NEW 
PLANT F A C I L I T I E S ;  ( 2 )  A P P R O V I N G  THE 
I S S U A N C E  OF C E R T A I N  S E C U R I T I E S ;  AND 
( 3) AUTHOR12  ING ADJUSTMENT OF WATER 
S E R V I C E  R A T E S  AND CHARGES; AND ( B )  FOR 
AN ORDER APPROVING T H E  MERGER OF 
MUHLENBERG COUNTY WATER DISTRICT AND 
MUHLENBERG COUNTY WATER D I S T R I C T  - 
GRAHAM UNDER THE TERMS OF KRS 74.363 AND 
THE A P P L I C A T I O N  OF E S T A B L I S H E D  R A T E S  OF 
MUHLENBERG COUNTY WATER D I S T R I C T  T O  THE 
CUSTOMERS OF MUHLENBERG COUNTY WATER 
D I S T R I C T  - GRAHAM 

0 - R  D E R 

I T  IS ORDERED t h a t :  

1. The S t a f f  A u d i t  R e p o r t  for Muhlenbe rg  C o u n t y  Water 

D i s t r i c t  ( "Muhlenberg ")  and Muhlenberg C o u n t y  Water D i s t r  i c e  - 
G r a h a m  ( " G r a h a m " )  a t tached hereto a8 A p p e n d i x  A s h a l l  be i n c l u d e d  

as a p a r t  of t h e  record i n  t h i s  proceeding. 

2.  H u h l a n b e r g  a n d  G r a h a m  s h a l l  have  u n t i l  t h e  close of 

b u s i n e s s  o n  A u g u s t  2 2 ,  1986, or w i t h i n  2 weeks from t h e  da t e  of 

t h i s  Order,  wh icheve r  I s  l a t e r ,  to  f i l e  w r i t t e n  comments  c o n c e r n -  

ing t h e  c o n t e n t s  of A p p e n d i x  A. 



L 

Done at Frankfort, Kentucky, t h i s  7 t h  day of August, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST 1 

. .  . . .  

Executive D i r e c t o r  



APPENDIX A 

REPORT ON L I M I T E D  AUDIT 

OF 

MUHLENBERG COUNTY WATER D I S T R I C T  

- 

AND 

MUHLENBERG COUNTY WATER DISTRICT - GRAHAM 

PREFACE 

On March 2 8 ,  1986, Muhlenbe rg  C o u n t y  Water D i s t r i c t  ( "Muhlen-  

berg")  f i l e d  a n  a p p l i c a t i o n  r e q u e s t i n g  (1) a c e r t i f i c a t e  of p u b l i c  

c o n v e n i e n c e  a n d  n e c e s s i t y  a p p r o v i n g  t h e  c o n s t r u c t i o n  of new p l a n t  

f a c i l i t i e s ,  ( 2 )  a p p r o v a l  of t h e  i s s u a n c e  of c e r t a i n  s e c u r i t i e s ,  

and ( 3 )  a u t h o r i z a t i o n  for t h e  a d j u s t m e n t  of w a t e r  Service rates 

and charges. Muhlenbe rg  also r e q u e s t e d  an Order  a p p r o v i n g  t h e  

m e r g e r  of Muhlenbe rg  and Muhlenbe rg  C o u n t y  Water Dis t r ic t  - Graham 

( "Graham') u n d e r  t h e  terms of KRS 74.363 and t h e  a p p l i c a t i o n  of 

e s t a b l i s h e d  ra tes  of M u h l e n b e r g  to  t h e  c u s t o m e r s  of Graham. The  

a d d i t i o n  of t h e  Graham c u s t o m e r s  s h o u l d  g e n e r a t e  approx imate ly  

$ 5 6 , 7 5 5  a n n u a l l y  a t  t h e  e x i s t i n g  ra tes .  The  proposed r a t e s  Would 

generate $426 ,364  a n n u a l l y  i n  a d d i t i o n a l  r e v e n u e s  for t h e  merged 

system. 

On May 1 4 ,  1986,  t h e  C o m m i s s i o n  staff i s s u e d  i ts  f i r s t  i n f o r -  

m a t i o n  request in the case. W h i l e  Muhlenburg and Graham did 

address  the issuesr several q u e s t i o n 8  s t i l l  remained. Becau8e ot 

the complexity of this case, due  to t h e  merger request, and i n  

order to expedi te  its processing, t h e  Commiss ion  staff chose t o  

perform a n  a u d i t ,  l i m i t e d  i n  scope, o n  t h e  o p e r a t i o n s  of 



H u h l e n b e r g  a n d  G r a h a m .  The a u d i t  w a s  c o n d u c t e d  by Isaac Scot t  of 

the D i v i s i o n  o f  Rates a n d  T a r i f f s  o n  J u l y  7-9, 1986, at 

Muhlenbe rg '  s b u s i n e s s  off  ice i n  G r e e n v i l l e ,  K e n t u c k y .  

SCOPE - 
T h e  scope of t h i s  a u d i t  w a s  l i m i t e d  to  d e t e r m i n i n g  whether  or 

n o t  t h e  t e s t - y e a r  o p e r a t i n g  expenses, as reported by H u h l e n b e r g  

a n d  Graham i n  t h e  u n a u d i t e d  s t a t e m e n t  of income for t h e  y e a r  e n d e d  

December 31, 1985, were a c c o u n t e d  for i n  a c c o r d a n c e  w i t h  t h e  

Uni form S y s t e m  of A c c o u n t s  f o r  Water U t i l i t i e s  ( " U S o A " )  and were 

related to t h e  tes t  y e a r .  The workpapers of M u h l e n b e r g ' s  a n d  

Graham's  CPA, C h a r l e s  R. L e w i s ,  ( " C P A " )  were r e v i e w e d .  D i s c u s -  

s i o n s  were held w i t h  t h e  CPA's r ep resen ta t ive ,  Hark H a c I n t o s h ,  and  

Rebecca Wright ,  M u h l e n b e r g ' s  office s u p e r i n t e n d e n t ,  c o n c e r n i n g  the 

f i n a n c i a l  po l i c i e s  a n d  p r o c e d u r e s  of t h e  t w o  d i s t r i c t s ,  as w e l l  as 

a n s w e r i n g  re la ted q u e s t i o n s  c o n c e r n i n g  a c c o u n t i n g  t r e a t m e n t s .  

F I N D I N G S  

Under  t h e  t e r m s  of a c o n t r a c t  b e t w e e n  Muhlenbe rg  and Graham, 

Muhlenbe rg  h a s  b e e n  m a n a g i n g ,  c o n t r o l l i n g ,  and s e r v i n g  Graham 

s i n c e  O c t o b e r  1, 1984 .  T h i s  contract  was t h e  s o l u t i o n  t o  the 

f i n a n c i a l  prob1,ems e x p e r i e n c e d  by Graham during t h e  e a r l y  1980's. 

W h i l e  G r a h a m  r e t a i n e d  i t s  own c o m m i s s i o n e r s ,  a l l  other di t3 tr iCt  

f u n c t i o n s  were as sumed  and  per formed by H u h l e n b e r g .  From a n  

a c c o u n t i n g  s t a n d p o i n t ,  t h e  p e r s o n n e l  of Muhlenbe rg  h a v e  kep t  t h e  

f i n a n c i a l  t r a n s a c t i o n s  of G r a h a m  separate f r o m  those of Muhlen- 

berg ' s . 
A review of H u h l e n b e r g '  s a n d  G r a h a m ' s  a c c o u n t i n g  Systems 

revealed t h a t  the f i n a n c i a l  records were not m a i n t a i n e d  i n  
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a c c o r d a n c e  w i t h  t h e  USoA as r e q u i r e d  by  t h e  Commiss ion .  The CPA 

p r e p a r e d  the 1985 A n n u a l  R e p o r t s  for the d i s t r i c t s  i n  a c c o r d a n c e  

with t h e  USoA by making  a series of a c c o u n t  a d j u s t m e n t s .  The  

w o r k p a p e r s  for those a d j u s t m e n t s  were r e v i e w e d  as p a r t  of t h e  

l i m i t e d  scope a u d i t .  The  t e s t  year e x p e n s e s  reported by 

Muhlenbe rg  a n d  Graham werer e x c e p t  for m i n o r  e x c e p t i o n s ,  for t h a t  

specific period. 

F o l l o w i n g  is a d i s c u s s i o n  of recommended a d j u s t m e n t s  a n d  

other a u d i t  i s s u e s  r e l a t i n g  t o  t h e  t e s t - y e a r  o p e r a t i n g  e x p e n s e s  

for each d i s t r i c t :  

MUHLENBERG 

R e g u l a t o r y  Commission E x p e n s e  - A c c o u n t  No. 928 

Muhlenbe rg  recorded $4,779 a s  Y e g u l a t o r y  c o m m i s s i o n  e x p e n s e .  

The charges p r i m a r i l y  ref lected t h e  expenses for t r  ips  to  t h e  

Commiss ion  for hearings and c o n f e r e n c e s  d u r i n g  1985, and t h e  cost 

of l e a k  survey work. I n  H u h l e n b e r g ' s  l a s t  ra te  case0 Case No. 

9262, they were i n s t r u c t e d  to e s t a b l i s h  a deferred d e b i t  o n  t h e i r  

b a l a n c e  s h e e t  for the t o t a l  c o m m i s s i o n  expenses a n d  amortize t h e  

b a l a n c e  o v e r  a 3-year period. No s u c h  a m o r t i z a t i o n  w a s  i n c l u d e d  

i n  the charge of $4,779. 

Whi le  reviewing the s x p e n d l t u r e s  of Muhlenbe rg ,  two addl- 

t i o n a l  charges were i d e n t i f i e d  w h i c h  s h o u l d  have b e e n  i n c l u d e d  i n  

t h i s  c a t e g o r y .  F i r s t ,  a charge of $104 for postage t o  m a i l  docu- 

m e n t s  r e q u i r e d  for t h e  Commiss ion  h e a r i n g s  was c l a s s i f i e d  as 

A c c o u n t  No. 923 - O u t s i d e  S e r v i c e s  Employed. Second, charges 

t o t a l i n g  $671  for p u b l i s h i n g  n o t i c e s  r e q u i r e d  for t h e  ra te  case 

were c lassi f ied as A c c o u n t  N o .  930 - M i s c e l l a n e o u s  General 
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Expense. It  was a l s o  n o t e d  t h a t  n o  c h a r g e s  f r o m  H u h l e n b e r g ' s  

a t t o r n e y  or CPA were classified as r e g u l a t o r y  C O m m i S S i O n  expense.  

The l i m i t e d  scope of t h i s  a u d i t  d i d  not p r o v i d e  f o r  a de t a i l ed  

r e v i e w  of t h e  a t t o r n e y ' s  a n d  CPA'S charges to d e t e r m i n e  i f  any 

s h o u l d  have been c l a s s i f i e d  as r e g u l a t o r y  c o m m i s s i o n  e x p e n s e .  

Due to t h e  l i m i t e d  n a t u r e  of t h i s  audit a n d  t h e  u n a v a i l a -  

b i l i t y  of a l l  t h e  n e c e s s a r y  i n f o r m a t i o n ,  a d j u s t i n g  a c c o u n t i n g  

e n t r i e s  h a v e  n o t  b e e n  p r e p a r e d  or a r e s t a t e m e n t  of t h e  b a l a n c e  

sheet d e v e l o p e d .  However ,  Muhlenbe rg  s h o u l d  e s t a b l i s h  a deferred 

d e b i t  o n  i ts  b a l a n c e  s h e e t  of a t  l e a s t  $ 5 , 5 5 6 ,  representing t h e  

known r e g u l a t o r y  c o m m i s s i o n  e x p e n s e s  a n d  i n c l u d e  a n y  related 

a t t o r n e y  or CPA fees. T h i s  b a l a n c e  s h o u l d  t h e n  be amort ized over 

a 3 - y e a r  period, as i n s t r u c t e d  i n  Case No. 9262. The b a l a n c e  i n  

t h e  r e g u l a t o r y  c o m m i s s i o n  e x p e n s e  a c c o u n t  has b e e n  r e d u c e d  $2,928 

to  r e f l ec t  t h e  f i r s t  y e a r  a m o r t i z a t i o n  of t h e  deferred d e b i t .  

Taxes O t h e r  Than Income T a x e s  - Payroll  T a x e s  - A c c o u n t  No. 408 

A t o t a l  charge of $25,925 w a s  recorded a s  T a x e s  Other Than 

Income T a x e s  for 1985.  Of that  t o t a l ,  $ 2 2 , 6 8 2  w e r e  for p a y r o l l  

t a x e s .  A r e v i e w  of t h e  a c c o u n t  r e v e a l e d  t h a t  charges t o t a l i n g  

$ 4 , 2 4 8 ,  r e p r e s e n t i n g  t h e  back paymen t  o f  t h e  1983 liability, were 

i n c l u d e d .  S u c h  a t r a n s a c t i o n  a c t u a l l y  s h o u l d  be treated as a 

prior period a d j u s t m e n t  t o  r e t a i n e d  e a r n i n g s .  Due t o  t h e  l i m i t e d  

scope of this a u d i t ,  t h e  n e c e s s a r y  a d j u s t i n g  entries a n d  a 

restated b a l a n c e  s h e e t  h a v e  n o t  b e e n  developed. However,  Huhlen-  

berg s h o u l d  make t h e  n e c e s s a r y  a d j u s t m e n t s  to t h e  r e t a i n e d  e a r n -  

ings a c c o u n t  to r e f l e c t  the 1983 tar l i a b i l i t y  payment in 1985.  
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The e x p e n s e  a c c o u n t  h a s  b e e n  r e d u c e d  $ 4 8 2 4 8  to  re f lec t  t h e  a d j u s t -  

men t .  

A c c o u n t i n g  for Graham C o n t r a c t  Work a n d  R e i m b u r s e m e n t s  

D u r i n g  t h e  t es t  y e a r ,  Muh lenbe rg  p r o v i d e d  cer ta in  s e r v i c e s  to 

G r a h a m  u n d e r  t h e  t e r m s  of t he i r  c o n t r a c t  of October 1984.  T h e s e  

s e r v i c e s  i n c l u d e d  t h e  services of Bobby O l d h a m  w h o  w o r k e d  o n  t h e  

Graham s y s t e m ,  s e c u r i n g  c o m p u t e r  s e r v i c e s  for c u s t o m e r  b i l l i n g s ,  

o f f ice  s u p p l i e s ,  a n d  postage. These  charges were i n i t i a l l y  

c h a r g e d  to  t h e  respective Wuhlenbe rg  a c c o u n t .  When reimbursement  

from G r a h a m  w a s  r e c e i v e d ,  i t  was c l a s s i f i e d  o n  M u h l e n b e r g ' s  books 

a s  m i s c e l l a n e o u s  r e v e n u e .  A t  y e a r  e n d ,  t h e  r e i m b u r s e m e n t  w a s  

reclassified by r e v e r s i n g  t h e  e n t r y  t o  m i s c e l l a n e o u s  r e v e n u e  a n d  

r e d u c i n g  t h e  e x p e n d i t u r e s  i n  t h e  Muhlenbexg a c c o u n t  o r i g i n a l l y  

charged. The s a l a r y  charges  of Bobby O l d h a m  were c o m p l e t e l y  

removed f rom W u h l e n b e r g ' s  a c c o u n t s  and recorded I n  Graham's. I t  

s h o u l d  be n o t e d  t h a t  a n y  i t e m  p u r c h a s e d  e x c l u s i v e l y  for Graham w a s  

recorded i n  Graham's a c c o u n t s  a n d  did n o t  appear i n  t h e  U u h l e n b e r g  

records. 

The m e t h o d s  u t i l i z e d  b y  Muhlenbe rg  are  i n a d e q u a t e  for t h e  

a c c o u n t i n g  of t h e  s e r v i c e s  a n d  r e i m b u r s e m e n t s  r e s u l t i n g  f r o m  t h e  

Graham c o n t r a c t .  E x p e n s e s  related t o  t h e  c o n t r a c t  are recorded 

w i t h  t h e  n o r m a l  o p e r a t i n g  a n d  m a i n t e n a n c e  e x p e n s e s  of H u h l e n b e r g .  

L i k e w i s e ,  r e i m b u r s e m e n t  r e v e n u e s  are n o t  r e c o g n i z e d  as c o n t r a c t  

income. D u r i n g  t h e  a u d i t ,  i t  waa o b s e r v e d  t h a t  Huhlcrnberg had not  

al located a n y  of t h e i r  o p e r a t i n g  a n d  m a i n t e n a n c e  e x p e n s e s  t o  

G r a h a m  w h i l e  i t  w a s  clear s u c h  a n  a l loca t ion  s h o u l d  h a v e  b e e n  per- 

formed. W h i l e  t h e  l i m i t e d  n a t u r e  of this a u d i t  did n o t  provide 
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for a n  i t emized  breakdown of each a c c o u n t ,  t h e  reviews p e r f o r m e d  

I n d i c a t e  t h a t  these H u h l e n b e r g  a c c o u n t s  c o u l d  be o v e r s t a t e d  d u e  t o  

a l a c k  of proper e x p e n s e  a l l o c a t i o n :  

a. T r a n s m i s s i o n  and  D i s t r i b u t i o n  E x p e n s e s  - O p e r a t i o n  Sup- 

b. Customer A c c o u n t s  Expenses - A c c o u n t i n g  and C o l l e c t i n g  

pl ies  and  E x p e n s e s  - A c c o u n t  N o .  641. 

Labor - A c c o u n t  No. 902.  

c. A d m i n i s t r a t i v e  a n d  G e n e r a l  E x p e n s e s  - A d m i n i s t r a t i v e  
and General Salaries - A c c o u n t  No. 920. 

d .  A d m i n i s t r a t i v e  and  General E x p e n s e s  - O u t s i d e  S e r v i c e s  

A c c o r d i n g  to  t h e  USoA, M u h l e n b e r g  s h o u l d  h a v e  a c c o u n t e d  for a l l  

G r a h a m  c o n t r a c t  e x p e n s e s ,  a c t u a l  and  a l located,  by u t i l i z i n g  

A c c o u n t  No. 415 - R e v e n u e s  from M e r c h a n d i s i n g ,  J o b b i n g ,  and 

Employed - Accoun t  N o .  923. 

C o n t r a c t  Work and  A c c o u n t  No. 416 - Costs  and  Expenses of 

M e r c h a n d i s i n g ,  J o b b i n g ,  a n d  C o n t r a c t  Work. T h i s  would h a v e  

allowed Muhlenberg  to col lect  a l l  Graham's e x p e n s e s  i n  o n e  a c c o u n t  

and  report  a l l  r e i m b u r s e m e n t s  as i ncome ,  t h u s  p r o v i d i n g  appro- 

p r i a t e  d i sc losure  i n  t h e  income s t a t e m e n t s .  To report these 

a c c o u n t s  i n  t h e  a n n u a l  r epor t ,  t h e  l i n e  i t e m s  would  h a v e  t o  be 

i n s e r t e d  u n d e r  t h e  Other Income c a t e g o r y  of t h e  s t a t e m e n t .  

Muhlenberg  s h o u l d  make t h e  n e c e s s a r y  c h a n g e s  to report Graham's  

c o n t r a c t  w o r k  i n  t h i s  m a n n e r .  W h i l e  restatement for 1985 may n o t  

be p o r r i b l s ,  i t  should be done for 1986. 

R e c l a s s i f i c a t i o n s  

A s  was indicated e a r l i e r  in this r e p o r t ,  t h e  H u h l e n b e r g  b o o k s  

were a d j u s t e d  to a c h i e v e  r e p o r t i n g  c o n f o r m i t y  w i t h  the USoA. Dur- 

ing the c o u r s e  of t h e  a u d i t ,  it was o b s e r v e d  t h a t  several  Muhlen- 

berg accounts h a d  b e e n  i m p r o p e r l y  c l a s s i f i e d  i n  t h e  U S a A  format. 
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This determination was made based on the descr iprion of the or igi- 

nal Muhlenberg account. Two reclassification errors have already 

been identified in the discussion of Regulatory Commission 

Expenses. With the exception of those two errors0 the other 

identified reclassifications do not change the total net loss of 

Huhlenberg. Due to the limited nature of this audit, only the 

most apparent reclassification problems were reviewed. The fol- 

lowing reclassifications should be made to the Muhlenberg State- 

ment of Income: 

a. Account No. 474 - Other Water Revenues of $110178 
should be classified as Account No. 470 - Forfeited 
Discounts. 

b. Account. No. 421 - Miscellaneous Nonoperating Income of 
$475 should be classified as Account No. 474 - Gains 
from Disposition of Utility Property and shown on the 
Statement of Xncome as Other Operating Revenues. 

c. Account No. 922 - Administrative Expense Transferred - 
Credit of $250 should be classi€ied as a debit to 
Account No. 930 - Miscellaneous General Expenses. 

d. Account No. 923 - Outside Services Employed of $104 and 
Account No. 930 - Miscellaneous General Expense of $671 
should be classified as part of the Balance Sheet 
Deferred Debit account for Regulatory Commission 
Expense. 

Non-Compliance with Tar iff Rules and Requlations 

During the course of this audit, it was observed that several 

service charges collected by Muhlenberg did not conform with t h e  

tariff rules and regulations on file w i t h  the Commission. The 

charges in question were: 

a. Delinquent Service Charge - The approved reconnection 
charge is $10; Muhlenberg was charging $15. 

b. Deposits - The deposit is to equal twice one average 
monthly water bill; Muhlenberg was charging $25 per new 
customer. 
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c. Tap-on Fees - The residential fee is $350 per meter, 
with no specific charge listed for commercial or indus- 
trial customexs; Muhlenbexg was charging $750 per meter 
for commercial and industrial customers. 

a. An owner's/renter's charge of $15 per customer was col- 
lected; Muhlenberg has no such charge approved in their 
tariff rules and regulations. 

Huhlenberg is reminded that only charges for services listed on 

their approved tariff are enforceable and m y  change requires an 

amendment to that tariff. Until that time, the approved rules and 

regulations are to be complied with. 

MUHLENBERG SUMMARY 

The following is a summary of the effect of these adjustments 

and reclassifications on Muhlenberg's test-year operating state- 

ment: 

S t a f f  Test 
ACCt. Test Year Audit Year - No. Account Name Reported Adjustments Adjusted 

O p e  r a t i ng Re ve n ue s : 
461 Metered Sales to General 

Customers $ 788,767 $ -0- $ 788,767 
466 Sales €or Resale 60,337 -0- 60,337 
170 Forfeited Discounts -0- 11,178 11,178 

Revenues 5,675 -0- 5,675 
474 Other Water Revenues 15,864 (11,178) 4,686 

Ut 11 1 ty Property - 0- 475 47 5 
3 870,643 $ 475 $ 871,118 

471 Hiscallanoous Service 

414 Cain6 from Disposition of 

Operating Expenses: 
601 Purchased Water $ 362,164 $ -0- $ 362,164 
621 Fuel/Power Purchaeed 

625 Haintenance of Water 
for Pumping 45,382 -0- 45,382 

Pumping Plant 5, 958 -0-  5,958 
631 Chemicals & Analysis 5,219 -0- 5,219 
640 TbD* - Operation Labor 55,099 -0-  55,099 
641 ThDC - Supplies & Expenses 5,269 -0- 5,269 
650 Uaint. of Dist. Reserv. 6r 

*Transmission and Distribution 

Standpipes 24 0 -0 - 240 
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Staff T ~ B  t 
Audi t  Y e a r  

Adjustments Adjusted 

-0- 4,202 
-0- 1,879 
-0- 30,044 

ACCt  
N o .  Account  Name 

T e s t  Year 
Reported 

4,202 
1,879 

30,844 

651 
653 
901 
902 

903 

904 
920 
921 

922 

923 
924 
926 

9 28 
930 
933 
935 

403 
4 08 

Maintenance of 
M a i n t e n a x e  of 

Hains 
We ter s 

Meter Reading Labor 
Account ing  & C o l l e c t i n g  

Customer Acct. - Supplies 
Uncollectible Accounts  
Adm. L General  S a l a r i e s  
Office Supplies c Other 

A h .  Expense Trans ferred  - 
Outside S e r v i c e s  E5nployed 
Proper ty  Insurance  
Employee P e n s i o n s  & 

Regulatory Commission Exp. 
H i s c .  Gen. Expenses 
T r a n s p o r t a t i o n  Expense 
Maint.  of General  P l a n t  

Labor 

& Expenses  

E x  pen se s 

Cr  . 

B e n e f i t s  

54 , 525 -0- 54,525 

14,783 
3,968 

52,585 

-0- 14,783 
-0- 3,968 
-0- 52 8 5 8 5  

10,021 -0-  10,021 

250 
24,572 
12,518 

250 - 0- 
<104> 24,468 
-0- 12,518 

29 I 977 
4,779 
1,909 

31,223 

-0- 29,977 
< 2,928> 1,851 

(421) 1 ,488  
-0 -  31,223 

1,822 -0- 
t3,203> $ 755,485 

D e p r e c i a t i o n  Expense 
Taxes Other Than Income 

Taxes 

111,984 -0- 111,984 

25,725 
5 896,397 T o t a l  Operat ing  Expenses 

$ (25 ,754)  $ 7,926 $ <17,828> operatinq Income (Loss) 

Other Income: 
419 I n t e r e s t  C Dividend Income 
421 H i s c .  Nonoperating Income 

$ 12,301 
7, 531 

$ -0 - $ 12,301 
7 , 0 5 6  <475> 

Other Deduct ions:  
4 2 5  I n t e r e s t  o n  Lmnq-Terrn Debt 128,275 -0-  128 ,275 
431 Other I n t e r e s t  Expense 3,454 -0- 3,454 

NET INCOME (LOSS1 $<137,651> $ 7 , 4 5 1  $<130,200> 
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T r a n s m i s s i o n  a n d  D i s t r i b u t i o n  Expenses  - O p e r a t i o n  Labor - A c c o u n t  

No. 640 a n d  C u s t o m e r  A c c o u n t s  E x p e n s e s  - Meter Readinq Labor  - 
A c c o u n t  tio. 901 

Graham c h o s e  t o  allocate t h e  s a l a r y  of Bobby O l d h a m  b e t w e e n  

A c c o u n t  Nos. 640 and 901,  o n  a 5 0 / 5 0  bas is .  T h i s  a l l o c a t i o n  w a s  

based o n  t h e  r a t e  u s e d  i n  p r e v i o u s  y e a r e .  Thus ,  Bobby Oldham's 

reported s a l a r y  w a s  $ 4 , 1 5 1  for 1985.  

While r e v i e w i n g  t h e s e  expenditures, it  w a s  d i s c o v e r e d  t h a t  

the w a g e s  p a y a b l e  accrual ,  which  w a s  p a r t  of t h e  $ 4 , 1 5 1  t o t a l ,  

i n c l u d e d  t h e  wages p a y a b l e  for J a n u a r y  1986.  The  review ehowed 

t h a t  t h e  t o t a l  s a l a r i e s  r e p o r t e d  f o r  Bobby Oldham c o v e r e d  13 

m o n t h s .  The Janua ry  1986 accrual t o t a l e d  $ 3 7 5 .  I n  order to  pre- 

s e n t  o n l y  t h e  t e s t - y e a r  o p e r a t i n g  e x p e n s e s ,  t h e  $ 3 7 5  h a s  b e e n  

d e d u c t e d  from t h e  affected a c c o u n t s  u s i n g  t h e  Graham a l l o c a t i o n  

basis. Therefore, O p e r a t i o n  Labor  has been r e d u c e d  $188 and  Meter 

R e a d i n g  Labor h a s  b e e n  r e d u c e d  $187.  

O u t s i d e  S e r v i c e s  Employed - A c c o u n t  No. 923 

Graham reported f o r  t h e  test y e a r  a n  expense Of $304 as Out-  

side S e r v i c e s  Employed. The a u d i t  r e v i e w  revealed t h a t  t h e  amount 

r e p r e s e n t e d  i n t e r e s t  charges on a n  u n p a i d  b i l l  from G r a h a m ' s  for- 

mer accountant. The u n p a i d  b i l l  had b e e n  p r o p e r l y  reported i n  the 

1 9 8 4  Annual  Report. W h i l e  t h e  i n t e r e s t  charges  w e r e  related to  

t h e  O u t s i d e  S e r v i c e s  Employed account, proper USoA t reatment  

r e q u i r e s  t h i s  a m o u n t  be r e c o g n i z e d  a s  a n  in terest  e x p e n s e .  Thexe- 

fore, the $304 has b e e n  r e c l a s s i f i e d  as A c c o u n t  No. 4 3 1  - O t h e r  

I n t e r  est Expen 88.  
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A l l o c a t i o n  of E x p e n s e s  t o  Graham 

A s  was p r e v i o u s l y  d i a c u s e e d  i n  t h e  Muhlenbe rg  s e c t i o n  of t h i s  

report, n o  a l l o c a t i o n s  of e x p e n s e s  were made t o  Graham's a c c o u n t s .  

S u c h  a l l o c a t i o n s  s h o u l d  have b e e n  made i n  order to p r e s e n t  a n  ac- 

c u r a t e  p i c t u r e  of t h e  f i n a n c i a l  c o n d i t i o n  of G r a h a m .  W h i l e  t h e  

scope of t h i s  a u d i t  was l i m i t e d ,  a n d  a l l  poss ib l e  allocations were 

not  i d e n t i f i e d ,  t h e  work performed i n d i c a t e 8  t h a t  a l l o c a t i o n s  

c o u l d  and s h o u l d  h a v e  b e e n  made t o  t h e  f o l l o w i n g  Graham a c c o u n t s z  

Expenses  - O p e r a t i o n  S u p p l i e s  a n d  E x p e n s e s .  
a. A c c o u n t  No. 6 4 1  - T r a n s m i s s i o n  a n d  D i s t r i b u t i o n  

b. A c c o u n t  No. 902 - Customer A c c o u n t s  E x p e n s e s  - A c c o u n t -  
ing a n d  Collect  i n g  Labor. 

C .  A c c o u n t  N o .  920  - A d m i n i s t r a t i v e  a n d  G e n e r a l  E x p e n s e s  - 
A d m i n i s t r a t i v e  a n d  G e n e r a l  Sa la r ies .  

d .  A c c o u n t  No. 923 - A d m i n i s t r a t i v e  a n d  General E x p e n s e s  - 
O u t s i d e  S e r v i c e s  Employed. 

G r a h a m  s h o u l d  be charged for t he i r  p o r t i o n  of t h e  e x p e n s e s  

i n c u r r e d  by Muhlenbe rg  wh ich  b e n e f i t  Graham. M o d i f i c a t i o n s  should 

be made to G r a h a m ' s  a c c o u n t i n g  p r o c e d u r e s  to  r e f l ec t  H u h l e n b e r g ' s  

r e v i s e d  means  of a c c o u n t i n g  for Graham c o n t r a c t  work. 

Non-Compliance w i t h  T a r i f f  R u l e s  and R e g u l a t i o n s  

D u r i n g  t h e  c o u r s e  of t h i s  a u d i t ,  it was o b s e r v e d  t h a t  G r a h a m  

was n o t  i n  c o m p l i a n c e  w i t h  t h e i r  t a r i f f  r u l e s  and r e g u l a t i o n s  o n  

ffle w i t h  the Cornmisalon. For a p p r o x i m a t e l y  t h e  p se t  5 yea r s ,  

Graham h a s  been c h a r g i n g  water rates i n  excess of t h e i r  a p p r o v e d  

tariff. It appears t h a t  t h e  rates charged w e r e  the Same o n e s  gro- 

posed in Case No. 8 1 8 9 ,  f i l e d  w i t h  the C o m m i s s i o n  o n  March 27, 

1981. On September 1, 1981, t h a t  case w a s  dismissed w i t h o u t  groj-  

u d i c e .  No other a d j u s t m e n t s  t o  ra tes  h a v e  b e e n  a o u g h t  by G r a h a m  
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u n t i l  t h e  c u r r e n t  case. The  o n l y  service charge i n c l u d e d  i n  t h e  

Graham t a r i f f  is a tap-on fee. However, Graham h a s  c h a r g e d  and 

collected r e c o n n e c t i o n  fees a t  t h e  ra tes  charged by Muhlenbe rg .  

Graham Is r e m i n d e d ,  as w a s  M u h l e n b e r g ,  that o n l y  charges €or 

s e r v i c e s  l i s t e d  o n  t h e i r  a p p r o v e d  t a r i f f  a re  e n f o r c e a b l e  a n d  a n y  

c h a n g e  requires a n  amendment t o  t h a t  t a r i f f .  U n t i l  t h a t  t i m e ,  t h e  

a p p r o v e d  t a r i f f  r u l e s  a n d  r e g u l a t i o n s  axe to  be complied w i t h .  

GRAHAM SUMMARY 

The fo l lowing  Is a summary of t h e  e f f e c t  of t h e s e  ad jus tmen t s  

and r e c l a s s i f i c a t i o n s  on  Graham ' s  t e s t - y e a r  o p e r a t i n g  s t a t e m e n t :  

A C C t .  
No. A c c o u n t  Name - 

O p e r a t i n g  Revenues :  
461  Hetered Sales to  General 

Cus tomer  s 

R e v e n u e s  
4 7 1  Miscellaneous Service 

474 O t h e r  Water R e v e n u e s  

O p e r a t i n q  E x p e n s e s :  
601 Purchased Water 
6 3 1  
640 
651 
901 
903 

9 2 1  

923 
9 30 
933 

C h e m i c a l s  & A n a l y s i s  
T&D* - O p e r a t i o n  Labor 
M a i n t e n a n c e  of Mains  
Ueter Reading Labor 
Customer  A c c t .  - S u p p l i e s  

O f f i c e  Supp l i ee  & O t h e r  

O u t s i d e  S e r v i c e s  Employed 
Hisc. Gen. E x p e n s e s  
T r a n s p o r t a t i o n  E x p e n s e  

c Expentme 

Expenses  

403 D e p r e c i a t i o n  E x p e n s e  
408 Taxes O t h e r  Than  Income 

T o t a l  O p e r a t i n g  EXp9n8eS 

* T r a n s m i s s i o n  and D i s t r  i b u t i o n  

Taxes  

T e s t  Year 
R e p o r  ted 

$ 3 6 , 6 9 7  

28 5 
600 

$ 3 7 r 5 0 2  

$31,479 
57  1 

2,076 
53 

2,075 

1 ,519  

18 
304 

59 
35 ' 

$38, I89 

2 , 6 8 9  

270  
$ 4 1 , 1 4 8  

S t a f f  T e s t  
A u d i t  Year 

A d j u s t m e n t s  A d j u s t e d  

$ -0- $36,697 

-0- 2 8 5  
-0- 6 0 0  
'V 337 ,582  

$ -0- 
-0- 
(188) 

-0 -  
<187>  

-0-  

-0-  
(304)  

-0- 
-0- 

3 z i E  
-0-  

-0-  
$(67p> 

$ 3 1 r 4 7 9  
5 7 1  

1,888 
53 

1 r 888  

1,519 

18 
-0- 

59 
35 

$37,510 

2,689 

2 7 0  
$40,469 
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A c c t .  
NO. A c c o u n t  Name  

S t a f f  T e s t  
T e s t  Year A u d i t  Year 
Repor ted A d j u s t m e n t 8  A d j u s t e d  

O p e r a t i n q  Income (LOSS) $<3,566> $ 679 $ < 2 , 8 8 7 >  

O t h e r  Income : 
4 2 1  W i s c .  N o n o p e r a t i n g  Income 20 -0-  20  

other D e d u c t i o n s :  
427 I n t e r e s t  o n  Long-Term Debt 3,075 -0- 3,075 
428 A m o r t i z a t i o n  of Debt D i s c .  

6 Expense . .  250 -0- 2 50 
4 3 1  O t h e r  I n t e r e s t  Expense  -0- 30 4 304 

NET INCOME ( L O S S )  $ < 6 , 8 7 1 >  $ ' 3 7 5 '  $C6,496> 

CONCLUSIONS AND RECOMMENDATIONS 

A s  p r e v i o u s l y  s t a t ed ,  t h e  Muhlenbe rg  a n d  Graham f i n a n c i a l  

records w e r e  n o t  m a i n t a i n e d  i n  a c c o r d a n c e  w i t h  t h e  USoA. T h e  1985 

A n n u a l  Reports  for t h e  t w o  d i s t r i c t s  were prepared i n  a c c o r d a n c e  

w i t h  t h e  US& b y  t h e  CPA. The c o n v e r s i o n  from t h e  f i n a n c i a l  

records to  t h e  A n n u a l  Repor ts  w a s  a d e q u a t e l y  d o c u m e n t e d  and s u p -  

ported. The CPA is c u r r e n t l y  r e v i s i n g  bo th  d i s t r i c t s '  records so 

t h a t  t h e y  w i l l  be i n  a c c o r d a n c e  w i t h  t h e  US&. M u h l e n b e r g ,  

Graham, a n d  t h e  CPA are e n c o u r a g e d  to  c o n t i n u e  t h i s  r e v i s i o n .  A s  

h a s  b e e n  o b s e r v e d  i n  t h i s  a u d i t ,  c o n v e r s i o n  s u c h  a s  t h e  o n e s  pre- 

pared for Muhlenbe rg  a n d  G r a h a m  c a n  lead t o  c l a s s i f i c a t i o n  prob- 

l e m s  w h i c h  l a te r  m u s t  be corrected. 

I t  is recommended t h a t  M u h l e n b e r g  b e g i n  to  a c c o u n t  for 

Graham's c o n t r a c t  work a n d  r e v e n u e 8  by u t i l i z i n g  t h e  a c c o u n t s  

p r e v i o u s l y  d i s c u s s e d .  This a p p r o a c h  would  n o t  o n l y  be i n  accord- 

a n c e  w i t h  t h e  USoA, b u t  would  a l low Muhlenbe rg  to a c c u r a t e l y  
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record a l l  t h e  costs a n d  r e v e n u e s  g e n e r a t e d  u n d e r  t h i s  c o n t r a c t u a l  

r e l a t i o n s h i p .  I t  is f u r t h e r  recommended t h a t  Muhlenbe rg  prepare 

and record t h e  necessary expense a l loca t ions  for t h e  items s h a r e d  

by t h e s e  two d i s t r i c t s .  

m e  to t h e  l i m i t e d  scope of t h e  a u d i t ,  t h e  s t a f f  d i d  n o t  

a t t e m p t  t o  d e t e r m i n e  t h e  a c c u r a c y  of M u h l e n b e r g ' s  a n d  G r a h a m ' s  

u t i l i t y  p l a n t - i n - s e r v i c e ,  or t o  verify the d i s t r i c t s '  test-year 

d e p r e c i a t i o n  e x p e n s e .  The a d j u s t m e n t s  c o n t a i n e d  i n  the r e p o r t  do 

not require any restatement or correction to the p l a n t  or depre- 

c i a t i o n  accounts. 

R e s p e c t f u l l y  S u b m i t t e d ,  

+ d e  
I AAC SCOTT 
P u b l i c  U t i l i t i e s  F i n a n c i a l  A n a l y s t  

Rates  a n d  T a r i f f s  D i v i s i o n  
Revenue  R e q u i r e m e n t s  Section 

PUBLIC SERVICE COMMISSION 
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